NCA 

VOC FOR PGM/FN 

BACKGROUNDER NO, 5=-5987 JULY 12, 1978 

JOHN ALBERT © 

WESTERN EUROPE AND THF BONN SUMMIT 
ANNCR: 

ECONOMIC LEADERS OF THE MAJOR WESTERN ECONOMIC POWFRS AND 
JAPAN MEET SHORTLY FOR THFIR ECONOMIC SUMMIT IN BONN. JOHN 
ALBERT PREPARED THIS BACKGROUND REPORT ON WESTERN EUROPE'S 
ECONOMIC SITUATION, 

VOICE: 

WESTERN EUROPE, IN RECENT MONTHS, HAS FACED TWO MAJOR 
ECONOMIC PROBLEMS -- INFLATION AND UNFMPLOYMENT, AND HAS DECIDED 
TO GIVF PRIORITY TO THF BATTLF AGAINST INFLATION, THIS EMPHASIS 
HAS LED TO MARKED IMPROVEMENT IN THE INFLATION PICTURE IN GERMANY, 
FRANCE AND BRITAIN, AND A CERTAIN AMOUNT OF PROGRESS IN THE OTHER 
NATIONS, ALTHOUGH THF GAP BETWEEN GERMANY, THE BFST PERFORMER, 
AND ITALY, WHICH IS STILL COPING WITH THE HIGHEST EUROPEAN 
INFLATION RATE, REMAINS LARGE, HOWFVER, REDUCTIONS IN INFLATION 
RATES WERE BOUGHT AT THE PRICE OF CONTINUED HIGH UNEMPLOYMENT 
AND ECONOMIC SLOWDOWN, DUE MAINLY TO THE LACK OF NEW 
INVESTMENT. ESTIMATED UNEMPLOYMENT IN THE NINE COUNTRIES OF 
THE COMMON MARKET RUN ABOUT SIX MILLION. THIS TRANSLATES TO 
5.7 PERCENT OF THF WORK FORCE. 

THE ECONOMICALLY WEAKER COUNTRIFS HAD BFEN LOOKING TO 
GERMANY, FRANCE AND BRITAIN TO STIMULATE THFIR STRONGER ECONOMIES, 
SUCH STIMULATION WOULD HAVE BOOSTED TRADE AND EMPLOYMENT IN 
GENERAL AND BENEFITTED THE WEAKER COUNTRIES. BUT NONE OF THE 
THREE STRONGER COUNTRIES HAS BFEN ABLE TO FULFILL ECONOMIC GROWTH 
TARGETS WHICH WERE SET LAST YEAR IN COPENHAGEN. THE TARGET 


OF 4.5 PERCENT GROWTH WAS SIMPLY NOT REACHED, NOT EVEN IN WEST 
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GERMANY. COPT) INFLATION FEARS AND BALANCE-OF-PAYMENTS PROBLEMS 
HAVF. CONSTRAINED GOVERNMENTS FROM STIMULATING CONSUMER DEMANDS 
THROUGH TAX CUTS. AND THEY HAVE HELD BACK INCREASFS IN DIRECT 
GOVERNMENT INVESTMENT IN NATIONALIZED INDUSTRIES. INDEED, FRANCE 
HAS ANNOUNCED A POLICY OF CURBING GOVERNMENT EXPFNDITURES AND 
LIMITING PRICE AND WAGE INCRFASFS, CEND OPT) 

WEST GERMANY, WHICH HAS BEEN REGARDED AS THE "LOCOMOTIVE" 
OF ECONOMIC EXPANSION BY THE OTHFR COMMON MARKET COUNTRIES, HAS 
FELT UNABLE TO COME UP TO LAST YEAR'S HOPED=-FOR GROWTH 
EXPECTATIONS. THE SLOW-DOWN IN WORLD TRADE IN AFFECTING GERMAN 
EXPORT VOLUME AND THF HIGH VALUE OF THE DEUTSCHMARK ADDS TO THIS 
PROBLEM. ALSO, CHANCELLOR HFLMUT SCHMIDT TENDS TOWARD THE 
VIEW THAT WEST GERMANY'S ECONOMY CANNOT STAND MAJOR STIMULATION 
WITHOUT RENEWED INFLATION DANGERS. SO BONN HAS THUS FAR 
RESISTED THE IDEA OF ADDING TO ITS CONSIDFRABLE BUDGFT DFFICIT 
THROUGH TAX CUTS AND INCREASED GOVFRNMENT EXPENDITURES. BONN 
ALSO ADVANCES THE ARGUMENT THAT STRONG RESISTANCE TO PROTECTIONIST 
TENDENCIFS WITHIN THE COMMUNITY, ALONG WITH A DETERMINED RETURN 
TO LIBERAL TRADE POLICIES CAN OVFRCOMF THE PRESENT STAGNATION, 
HAVING TAKEN OVER THF PRESIDENCY OF THE EUROPFAN COMMUNITY ON 
JULY 1 FOR SIX MONTHS, BONN WANTS TO LEAD THE ORGANIZATION BACK 
TO ITS FORMER LIBERAL TRADE POLICY. 

THERE ARE OTHFR ASPECTS IN THE WESTERN EUROPEAN PICTURE, 
VARIOUS STUDIES WITHIN THE COMMON MARKFT SFE FUTURE PROBLEMS 
OF COMPETITION FROM THIRD WORLD COUNTRIES, AS WELL AS FASTERN 
EWROPE. THOSE SECTORS MIGHT BE ABLE TO COMPETE QUITE EFFECTIVELY 
LN VIEW OF WESTERN EUROPE'S HIGH LABOR COSTS. ALSO, THIRD- 


WORLD POPULATION IS RISING, WHILE THF POPULATIONS IN BRITAIN 
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AND WEST GERMANY ARE ACTUALLY DFCLINING. 

IN SHORT, WESTERN EVROPF FEELS IT HAS ITS HANDS FULL. 
AND THERE IS RISING CONCERN OVER UNEMPLOYMENT IN GENERAL AND 
YOUTH UNEMPLOYMENT IN PARTICULAR. THIS COULD EVENTUALLY LEAD 
TO A SHIFT IN PRIORITIES AWAY FROM INFLATION AND OVER THE THE 
MATTER OF CREATING MORE JOBS. 
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